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48 CFR Ch. 1 (10–1–05 Edition) 16.203–2 

fee or incentive is based solely on fac-
tors other than cost. The contract type 
remains fixed-price with economic 
price adjustment when used with these 
incentives. 

[48 FR 42219, Sept. 19, 1983, as amended at 68 
FR 13201, Mar. 18, 2003] 

16.203–2 Application. 

A fixed-price contract with economic 
price adjustment may be used when (i) 
there is serious doubt concerning the 
stability of market or labor conditions 
that will exist during an extended pe-
riod of contract performance, and (ii) 
contingencies that would otherwise be 
included in the contract price can be 
identified and covered separately in 
the contract. Price adjustments based 
on established prices should normally 
be restricted to industry-wide contin-
gencies. Price adjustments based on 
labor and material costs should be lim-
ited to contingencies beyond the con-
tractor’s control. For use of economic 
price adjustment in sealed bid con-
tracts, see 14.408–4. 

(a) In establishing the base level 
from which adjustment will be made, 
the contracting officer shall ensure 
that contingency allowances are not 
duplicated by inclusion in both the 
base price and the adjustment re-
quested by the contractor under eco-
nomic price adjustment clause. 

(b) In contracts that do not require 
submission of cost or pricing data, the 
contracting officer shall obtain ade-
quate information to establish the base 
level from which adjustment will be 
made and may require verification of 
data submitted. 

[48 FR 42219, Sept. 19, 1983, as amended at 50 
FR 1742, Jan. 11, 1985; 50 FR 52429, Dec. 23, 
1985; 60 FR 34739, July 3, 1995] 

16.203–3 Limitations. 

A fixed-price contract with economic 
price adjustment shall not be used un-
less the contracting officer determines 
that it is necessary either to protect 
the contractor and the Government 
against significant fluctuations in 
labor or material costs or to provide 
for contract price adjustment in the 
event of changes in the contractor’s es-
tablished prices. 

16.203–4 Contract clauses. 

(a) Adjustment based on established 
prices—standard supplies. (1) The con-
tracting officer shall, when contracting 
by negotiation, insert the clause at 
52.216–2, Economic Price Adjustment— 
Standard Supplies, or an agency-pre-
scribed clause as authorized in sub-
paragraph (2) below, in solicitations 
and contracts when all of the following 
conditions apply: 

(i) A fixed-price contract is con-
templated. 

(ii) The requirement is for standard 
supplies that have an established cata-
log or market price. 

(iii) The contracting officer has made 
the determination specified in 16.203–3. 

(2) If all the conditions in subpara-
graph (a)(1) above apply and the con-
tracting officer determines that the 
use of the clause at 52.216–2 is inappro-
priate, the contracting officer may use 
an agency-prescribed clause instead of 
the clause at 52.216–2. 

(3) If the negotiated unit price re-
flects a net price after applying a trade 
discount from a catalog or list price, 
the contracting officer shall document 
in the contract file both the catalog or 
list price and the discount. (This does 
not apply to prompt payment or cash 
discounts.) 

(b) Adjustment based on established 
prices—semistandard supplies. (1) The 
contracting officer shall, when con-
tracting by negotiation, insert the 
clause at 52.216–3, Economic Price Ad-
justment—Semistandard Supplies, or 
an agency-prescribed clause as author-
ized in subparagraph (2) below, in so-
licitations and contracts when all of 
the following conditions apply: 

(i) A fixed price contract is con-
templated. 

(ii) The requirement is for 
semistandard supplies for which the 
prices can be reasonably related to the 
prices of nearly equivalent standard 
supplies that have an established cata-
log or market price. 

(iii) The contracting officer has made 
the determination specified in 16.203–3. 

(2) If all conditions in subparagraph 
(b)(1) above apply and the contracting 
officer determines that the use of the 
clause at 52.216–3 is inappropriate, the 
contracting officer may use an agency- 
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prescribed clause instead of the clause 
at 52.216–3. 

(3) If the negotiated unit price re-
flects a net price after applying a trade 
discount from a catalog or list price, 
the contracting officer shall document 
in the contract file both the catalog or 
list price and the discount. (This does 
not apply to prompt payment or cash 
discounts.) 

(4) Before entering into the contract, 
the contracting officer and contractor 
must agree in writing on the identity 
of the standard supplies and the cor-
responding contract line items to 
which the clause applies. 

(5) If the supplies are standard, ex-
cept for preservation, packaging, and 
packing requirements, the clause pre-
scribed in 16.203–4(a), shall be used 
rather than this clause. 

(c) Adjustments based on actual cost of 
labor or material. (1) The contracting of-
ficer shall, when contracting by nego-
tiation, insert a clause that is substan-
tially the same as the clause at 52.216– 
4, Economic Price Adjustment—Labor 
and Material, or an agency-prescribed 
clause as authorized in subparagraph 
(2) below, in solicitation and contracts 
when all of the following conditions 
apply: 

(i) A fixed-price contract is con-
templated. 

(ii) There is no major element of de-
sign engineering or development work 
involved. 

(iii) One or more identifiable labor or 
material cost factors are subject to 
change. 

(iv) The contracting officer has made 
the determination specified in 16.203–3. 

(2) If all conditions in subparagraph 
(c)(1) above apply and the contracting 
officer determines that the use of the 
clause at 52.216–4 is inappropriate, the 
contracting officer may use an agency- 
prescribed clause instead of the clause 
at 52.216–4. 

(3) The contracting officer shall de-
scribe in detail in the contract Sched-
ule— 

(i) The types of labor and materials 
subject to adjustment under the clause; 

(ii) The labor rates, including fringe 
benefits (if any) and unit prices of ma-
terials that may be increased or de-
creased; and 

(iii) The quantities of the specified 
labor and materials allocable to each 
unit to be delivered under the contract. 

(4) In negotiating adjustments under 
the clause, the contracting officer 
shall— 

(i) Consider work in process and ma-
terials on hand at the time of changes 
in labor rates, including fringe benefits 
(if any) or material prices; 

(ii) Not include in adjustments any 
indirect cost (except fringe benefits as 
defined in 31.205–6(m)) or profit; and 

(iii) Consider only those fringe bene-
fits specified in the contract Schedule. 

(d) Adjustments based on cost indexes of 
labor or material. The contracting offi-
cer should consider using an economic 
price adjustment clause based on cost 
indexes of labor or material under the 
circumstances and subject to approval 
as described in subparagraphs (1) and 
(2) below. 

(1) A clause providing adjustment 
based on cost indexes of labor or mate-
rials may be appropriate when— 

(i) The contract involves an extended 
period of performance with significant 
costs to be incurred beyond 1 year after 
performance begins; 

(ii) The contract amount subject to 
adjustment is substantial; and 

(iii) The economic variables for labor 
and materials are too unstable to per-
mit a reasonable division of risk be-
tween the Government and the con-
tractor, without this type of clause. 

(2) Any clause using this method 
shall be prepared and approved under 
agency procedures. Because of the vari-
ations in circumstances and clause 
wording that may arise, no standard 
clause is prescribed. 

[48 FR 42219, Sept. 19, 1983, as amended at 52 
FR 19803, May 27, 1987; 60 FR 48217, Sept. 18, 
1995; 62 FR 259, Jan. 2, 1997] 

16.204 Fixed-price incentive contracts. 

A fixed-price incentive contract is a 
fixed-price contract that provides for 
adjusting profit and establishing the 
final contract price by a formula based 
on the relationship of final negotiated 
total cost to total target cost. Fixed- 
price incentive contracts are covered 
in subpart 16.4, Incentive Contracts. 
See 16.403 for more complete descrip-
tions, application, and limitations for 
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